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VAJINE JLJLIN L 1AL

Central Intelligence Agency

P

g Washingo;\, D.C.20505
9 July 1982
MEMORANDUM FOR: Robert B. Sims
National Security Council
FROM : | | 25X1

Deputy Director
Office of Soviet Analysis
Central Intelligence Agency

SUBJECT : Census Bureau Press Conference on Soviet Trade

1. We have reviewed the Census Bureau draft press release
in response to your request for CIA comment. The findings in the
paper represent the latest in a chain of Census estimates. 25X1

25X1

N

SOV™M 82-10109 CONF IDENTIAL

2. We agree with the major point made in the press release,
i.e., that relating imports expressed in foreign trade rubles to
Soviet domestic production understates their importance. By
applying the coefficient used by FDAD to convert imports from
foreign trade rubles to domestic rubles the share of such imports
in national income more than doubles. 1In 1980, the share of
imports to national income (Marxist concept) was about 20
percent. The ratio of imports to GNP (Western concept) was about
15 percent since Soviet GNP is nearly two-fifths higher than
Soviet national income. (These shares refer to total imports;
hard currency imports from the West represent less than two-
fifths of Soviet imports.) In comparison, imports accounted for
about 10 percent of US GNP in 1980. 25X1

3. It is worth noting that much of the rise in the ratio of
imports to national income that occurred in the 1970s resulted
from a faster rate of inflation in Soviet trade--particularly
with the West--than in Soviet domestic production. The FDAD
study notes that the Soviets apparently do not take such an 25X1
inflation factor into account--their conversion ratios are
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adjusted only for changes in official exchange rates. As a
result, imports will rise as a share of domestic production even
if the ratio in real terms remains constant. A recent Soviet
study indicates that import prices rose at an average annual rate
of 7 percent between 1970 and 1980. At the same time, domestic
Soviet prices probably rose by only a few percentage points per
year on average. Thus, imports in 1970 prices may have accounted
for no more than 12 percent of Soviet national income by 1980.

25X1

4. The authors' finding that imported machinery comprises
from 15 to 20 percent of all newly installed equipment in the
USSR also seems reasonable. We do not, however, agree with the
statement in the paper that "the share of foreign trade (when
measured in actual domestic prices) in Soviet national income is
2-3 times higher than explicitly or implicitly assumed by most
Western authors." In the case of imports, it is about twice as
high if--as in many earlier studies--the share is derived by
comparing the value of trade in foreign exchange rubles with
national income in domestic rubles. For Soviet exports, FDAD
used a coefficient of less than one to convert the value in .
foreign trade rubles to domestic rubles. Thus, the ratio of
trade turnover (imports plus exports) to national income is 27
percent in 1980, which is 50 percent greater than the share
derived by valuing trade in foreign trade rubles. | | 25X1

5. We have not seen the final report, but we did review the
draft version this past spring and discussed our few differences
with the authors at that time. On balance, we believe the paper
makes a significant contribution to research on Soviet foreign
trade pricing.

25X1

25X1
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MEMORANDUM

NATIONAL SECURITY COUNCIL

“July 8, 1982

MEMORANDUM FOR CHARLES E. WILSON
Chief, Public Affairs
Central Intelligence Agency

FROM: ROBERT B. SIMS

SUBJECT: Census Bureau Press Conference on Soviet Trade

Attached is a memorandum from Mary Nimmo, Director
of Public Affairs, Commerce Department, indicating
plans for a press conference on a forthcoming Census
Bureau report on Soviet foreign trade, plus a backup
memo that provides additional details.

The press conference has been delayed until Monday,
12 July 1982, at NSC/White House request. The basic
draft press release has been reviewed by Dr. Richard
Pipes of the NSC staff who finds the analysis--if
correct--interesting and significant. ,

We would appreciate CI t o he stu b
riday, July 9, 1982, if feasible.

cc: Richard Pipes, NSC
. Roger Robinson, NSC i
Mike Baroody, White House/s?
Mort Allin, White House

Approved For Release 2008/09/08 : CIA-RDP08S01350R000100280001-6




»-—w~-‘—-~—~—-~~-'~'--- - —--——— Approved For Release 2008/09/08 : CIA-RDP08S01350R000100280001-6 ._ . _. .

L . June 21, 1982

EARLIER PERCEPTIONS  OF SOVIET DEPENDENCE ON FOREIGN TRADE CHALLENGED

Lack of reliable economic %nformation on the U.S.S.R. often 'FroublesA

- U.S. policy decisions. A case in point is the ~current' discussion regarding
‘the effectiveness of economic sanctions again'st the U.S.S.R. as a penalty

for Soviet involvement in Poland or as a deterrent for the future. The

-effectiveness of economic san.ct:ions égainst a nation depends, of course, on

the dependence of this naf:ion on foreign trade and the degree of "opennness”

to international market forces. A forthcoming report by the U.S. Bureau of

the Census provides significant nex;l information_on the importance of foreign
— .

trade in the Soviet economy.

-Fox" a 'long'time Western specialists maintained that the Soviet economy
is almost completely seZ!.Af-sufficient‘ and that foreign trade plays only a
marginal role. This position has been modified somewhat in the last ten
yeai‘s, particularly in the 1light pf' recurrent - large Soviet purchases of
grain and ﬁachinery, - but most:j specialists have continued to Believe that
Sovie_t reliance on imports 1s minimal. |

The key measurement In this regard is the ratio of exports and imports
to national 1ncome.._ Since Soviet staﬁistics do not offer these data, Western
speclialists have had to ,estinfaté them and until recently the consensu.s was

[?Q that exports and 4imports each -.comprise abc;ut .3 to 5.-percent of national

\ . kincome as the Soviets define it. |
A major study of.S.oviet. foreign trade Jjust completed by the'Census
Bureau's Foreign Demographic Analysis Division has concluded that this gener—

ally held evaluation of Soviet dependence on foreign trade is in error and
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Y:i::::ﬁ  believed earlier. In the 1970's, " exports (excluding gold) averaged

by a'very wide matgin; The source of thederror often lies in the.fact-that_
the prices at which imports are sold in the U.S.S.R. and which Soviet ex- -
porters receive for their products are very different from the external
prices in vhich the Soviets publish the data.' And, clearly, the role of
foreign trade in an economy can be properly assessed only in internal prices.
These conclusions, which present the entire issue of Soviet dependence

on foreign trade and potential vulnerability in a completel} different light,

are as follows:

The ratio of Soviet exports to national income is higher than had been
25X1
about 6.5 percent of national income and rose to 7 percent by 1980.

The ratio of Soviet imports to national income is several times higher

than had been recognized heretofore. It rose from about

1970 to about 20 percent by 1980. :
=~ Imported nachineri‘comprises from 15 to 20 percent of all newly install-29X1

. 25X1

Imported consumer goods and agricultural products account for about 15

percent of all consumption: ”

It should be streesed that these ratios, particularly.the import ratioogyq

are unusually high for a country of theé size of the U.S.S.R. and suggest a
~ , —_— .

~ somewhat unexpectedly high dependence on foreign trade. Tﬁ:::‘ﬁqi] ' 25X1

A large share of Soviet foreign trade is with the soetwidst bloc and

therefore is nnder fairly firm control from Moscow. But even in this in~

stance, the general perception of the distribution of Soviet trade shouid
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be corrected. It 1s true that in the e&tly 1970's only slightly more than

T Lo AW M !
one third of Soviet imports came from outside the soedeltst bloc but due

oMM e

“to a number of factors the share of Soviet imports from non-se-&-e-l-iot coun—
- tries has risen to about 50 percent of total imports in 1981. Hachinery
and foodstuffs &ominate Soviet imports, and in this respect the share of
imports from non-socialist countries is also significant--at least one-third
of the machinery and about 60 percent  of the foodstuffs imported.

It is quite clear thaé the old notion of self-sufficiency in the Soviet

" economy should be discarded in the light of these findings.
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't?- UNITED STATES DEPARTMENT OF COMMERCE
&4l < | Bureau of the Census :
& | washington, D.C. 20233

OFFICE OF THE DIRECTOR

July 6, 1982

MEMO TO: Mary Nimmo

From: Steve Tupper &
Special Assistant

to the Director
Subject: News Conference on Soviet Foreign Trade
Attached is a copy of the key 20 pages of thé full 200-page report.
I am just starting to read -it myself, but assume that it will give

you a better feel of what will be said at Thursday's conference.

In regards to your interest in a question-and-answer document, we do
not plan to be developing one at this time. The conference will con-

-sist of Mr. Chapman making brief remarks and then introducing the

report's two authors, Treml and Kostinsky, who will then carry the

-major burden of presenting the report and responding to questions.

: Attachment

cc: JGorman
BChapman

Approved For Release 2008/09/08 : CIA-RDP08S01350R000100280001-6




Approved For Release 2008/09/08 : CIA-RDPO8S‘01350'R000100280001-6

July 8, 1982

Excerpts From

THE DOMESTIC VALUE OF SOVIET FOREIGN TRADE:
EXPORTS AND IMPORTS IN THE
1972 INPUT-OUTPUT TABLE

Vliadimir G. Treml
and

- Barry L. Kostinsky

Foreign Demographic Analysis Division
U.S. Bureau of the Census
(forthcoming, 1982)
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IV. THE AGGREGATE VALUE OF EXPORTS AND IMPORTS IN DO%ESTIC PRICES

An understanding of the role played by foreign trade in the economy of
a country and of the relationship between export-import flows and national
income accounts is one of the ﬁos; interesting and important elements of

economic analysis. The foreign trade participation ratio, that is, the

ratio of the foreign trade turnover (exports plus imports) to national income,

is a direct reflection of a nation's dependence on foreign trade. Major changes

and structural shifts in exports or imports produce ch;nées in nationai income
anc other national'éggregates. and analysis of changes in these aggregates can
never be complefe without an evaluation of the for;ign trade componenf in them.
Unfortunately, these aspects of the analigis of Soviet foreign trade have been .
somewhat neglected by.Westerh scholars, primarily because of unéertainties
surrounding the measu;emeﬁt of foreign trade in doﬁestic values. Such
measurement is the focus of this chaptér.

.AAs explained in chapter 111, practically all the data on the value of
foreign trade usﬁﬁlly reported in Soviet sources are exprgssed in foreign
trade rubles. Rarely do Soviet authors give any figure based on domestic
Qalués,“énd.uﬁen ihey‘do it is in the form of some derivative such as
percentage of national income. One remarkable exception to this practice is
found in a recently published book on Soviet gross social préduct and financial
balances. The author, Sh. B. Sverdlik, analyzes various finéncial flows in

the economy in simplified input-output format and offers, among other

interesting and generally unavailable statistics, a tabulation of exports and
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imports in domestic prices for the'period’1959—75.1 This unique set'of
statistics is presented in appendix D of this repért.

The export and import values giVen in this tabulation differ from the
estimates made in this chapter (see table 1) but not by a particular1§
signific;nt margin; the largest discrepancies occuf in some of the export
values for later years. The differences cannot be resolved at pré;ent -
because of a number of uncertainties regarding Sverdlik's data. He may have
had acgess to some unpublished offigial stafistics, but he seems to have

. relied mainly on a variety of estimé:ing procedures to arrive at his final
values. His documentation and methoaological explanations for tﬁe entire
book are rather sketchy and ambiguous, and this applies particulafly to the
foreign trade component of his modél._ He explains his foreign trade values
in domestic prfcés in a few brief pafagraphs as being based on 1959 inéutf'

. output conversion coefficients and extrapolated from there, with adjustments
for véluesAfrom the H?bb and 1972 input-output tables. There also are some
apparent aberrations in the series zha;.cannot be explained. The author
himse1f>s£ressgs the methodoiogical nature of ﬁis work,and warns that his
calculations 'cannot pretend to a high deg;ee of accuracy."2

Despite theiieservations about the precisioﬁ oé Sverdlig's data, and‘
despite thg differences between individual vaiges in his series and.ours,
hié data do in gengfa} provide strong support for our contention that the

role of foreign trade in the Soviet economy is much greater than appears from

lsverdlik, Obshchesivennyy, 1981, pp. 63-64, 179, and 182-183. The author
is relatively unknown, but the book was published under the auspices of the
prestigious lnstitute on the Economics and Organiza:ion‘of Industrial
Production of the Siberian Division of the Academy of Sciences of the U.S.5.R.,
and the "responsible editor' (clvetstvennyy redakicr) is K. K. Val'tukh, a
prominent Soviet econometrici{an and {nput-output specialist.

21bid., p. 4.
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' years (see World Bank, Werld, 1976, pp. 414-415).
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the statistics reported in foreign :rade.prices and that this role has been
{ncreasing substantially. For example, the participation ratio derived from
our estimates rose ffom 12 percent in 1960 to 21 bercent in 1975, while
Sverdlik's Aata imply ratios of 11 and 25 percent, respectively. 'This
con:fasts with ratios.of 7 to 14 percent ;alﬁulated from data in foreign

trade prices.

However, the Sverdlik mode;_;s,,as already noted, a rare case of SoQiet
use of properly measﬁred foréign trade values in analysis of the domestic
economy. In most cases, Soviet‘authors;use eprrt-and importAstatisticﬁ
in foreign trade prices in combination with national income or other measyre§
valued in domesti'c‘_prices.1 Nor are Western analysts immune to this typeiof
mixed-da;a qperation. Failure to.také ﬁnto ac;ount the differences béi&een
the yalue,of e;ports andifmpofts in foreign trade-prices and national_iﬁcdﬁe

data in domestic prices invariably leads to serious understatement of the

true role that foreign trade has played in Soviet economic development.

1See, for example, the recent Gosplan analysis of the regional effects
of foreign trade described in chapter 11 (Nekrasov, Razvitiye, 1981, p. 16).
Other examples can be found in Sorokin, "lLeninist," 1975, and Senin, B
Sctsialisticheskaya, 1969.
]
As an example, the World Bank has used this type of mixed-data calculation
to compute the Soviet foreign trade participation ratio for a number of

[
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Not only a:e‘such mixed-data calculations misleading, they often.yield
results that a;e patently absurd. This is especially true when there are
significant changes in the official exchange rates, as is 111ustrfted in
the foliowing example comparing data for 1960 and 1961 (in millions of

. " ‘
current rubles): e

I -

1960 1961

Sum of exports and imports in foreign
- trade prices-ocoao-otooooo.ooo-oOJoao 4,&77 10,643

National income in domestic prices.... 145,000 152,900

Trade participation ratio, perceﬁt;...‘ 3.1 7.0

Cleérly; the SoViet foreign trade participation ratic did not double in one’

" year, and the reason for the apparent sharp 1ncrease lies in the change "in

the official exchange rate from 4 rubles per dollar ‘in 1960 to 0.9 in
2

1961. With the foreign trade data in domestic prices presented below (see

s

lﬂar. khez. 63, ppf’SOl and 548, and TsSU, SSSz, 1961, p. 101.

It must be added that simultaneously with changing the official foreign
exchange rate from 4 rubles to 0.9 rubles per dollar, Soviet authorities
reduced all domestic monetary values by a factor of 10, in effect producing
a 10-fold drop in prices, incomes, debts, etc. Thus the caldulacipns shown
above for 1960 can be presented as follows: :

Sum of exports and imports in dollars.... $11,193 million
Same converted to foreign trade rubles ‘

of 1960 ($11,193 X 4)eceeccccsscsscncacs 44,770 million rubles
Same converted to foreign trade rubles '

of 1961 ($11,193 x 0.9)ceecsocscenccccns 10,073 million’rubles

(the ruble values are given in TsSU, SSS2, 1961, p. 101).

“Approved For Release 2008/09/08 : CIA-RDP08S01350R000100280001-6 ..
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ARt AR pRILIS . .. .a0n ratic can be calculated as 11.9 percent in

T wNCRIE Gmedan’ T 1031, & much more plausidble change.
vt 0t o swriting on Soviet foreign trade are aware ¢f the
¢ .

it ané foreign trade rubies and of the distortive

nelL 'n?;-yaluation of the ruble through use ofﬁcfficial

cxchange retes. With 7 0 sleeoticns, however, they have tended, for e

v rreeds e af o wegeong, to

ng, t aAzestate seriously the megnitude cf exports and

tmporie measured in dor ui¢ prices, particularly in the late 1960°'s ana

TR NGV e AT - «.2ile of Western authors surveyed for this study
CinE AL LAYI e gYaTes o . aoits and imports are each estimated at about t

3o) o
s eaeargtis a0 i

SORR I SN R 1 income in current prices (net materiel preduct

y ! : o .
ARl RS IR LAETRL Wi o . Significantly lewer than the ratics estimated

GEenogkwemso.ui o Ceult.ted frem data presented below, in the micé-

CREIT L lem@TuE emnLarnnoThe eiprised, respectively, 4 end 8 percent ef
ol d WL B RERT AL WY S

. vaen measured in domestic prices; by the early

BTN L meet ravic: 40§ . s L0 6 and 11 percent. By 1978, the total
tursovey re=che oo R

. 2% screent of nationel income, and it has

Noviet Union's participation in worid trade
107+ .e 4 4ia natiensi  .awe 4s in fact_two tc three times higher than

A e e ":L'.i‘.‘-_':‘,:".’;',‘:'.'t B R V) S R »~ccarchers.

ST wmmernerce o nhin o tonllusion cannot be overemphasized, The leng
R S T I TR U P Tl - ®

geolu e Almnooosne o 1o Jhom o tirade is unusually small for an industrialized

= . . 153-159; Jacobs, "Global," 1978, p. 209;
Sl Eecsm o utosbg,™ 1978, p. 8; Garvy, Meney, 1977, p. 137;
N B SR , .». 28-100; Holzmen, "East-West," 1973, p. 6€3

SRR © 09, p. 1B2. For exceptions te this general
Stz v 1o ™ wpert,™ 1979, pp. 3k7 and 369; Gardner,
ST G-u0; and Wiles, Cemmunist, 1966, pp. 438-L3S

RIS R UITALF NS N 1IN

.
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nation should be discarded. Foreign trade has clearly played an Increasingly
significant role in the Scviet eccnomy, with a growing dependence on imports

in some branches (machinery, consumer goods, chemicals) and increesing
.

. . 1 - o
importance of foreign markets for cthers. However, 8 ccmprehensive analyesis

of the role cf foreign trade in the Soviet econcmy is beyond the scope ¢f
this study, and we return to the discussion of fereign trade statistics.,

The difficulty of interpreting the foreign trade statistics c’ th

it

U.S5.S5.R. and the general stale el confusion. created ty the fa*t Lhat th

statistics may be given in einher foreign trade prices or dcmestic prices

can be illustrated by the fcllowing data teken from monographs written by

i

two preminent S'Vatb foreig1 t ade =Decia‘ists (Lhe ¢‘gures re.rescnt the

ratio ci expcrtis to nat:onal income and periain to 1970)

-

. Begemolov Shrmelev
BUlEBT 8. eunernnnnnocascncnns 26 2k
BUNEATY .t vereererrrernnneaonss ' 38 25
German Demosratic Republic.... ) 25 20
POLENG . e v envsenenansncanncnn .. 2z 16
RUMENI8. . e vecenancons e 22 18
C2echoslovakiB.eeeeeereaeeenns 2k 18
U.S.S.R.veennne heesescrsasanee (hA T

NA Not availadle.

Bcth of these soufces were published in 1979; the description ci the data
is the same in both; and in both the ratics are sajd tc heve been "caloulated
by the Institute of the Economics of the Werld Sccislist System of the

‘.

U.S.S.R. Acedery ¢f Sciences.” From this evidence, cne could Justifiably

expect that the two sets of retios should be identical or at least very clese.

lzcr a more comprehensive discussicn of the importance cf fereign trade
to the Soviet econormy see Treml, "rereign,” 1980 pr. 184-207.

chgcmclov, Upravleniye, 1979, p. 9, and Shmelev, Sctsiclizm, 1679, ». 38.
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‘reliadility of his rigures for the U.S.S.R. as well' Furthermcre, Sbn&¢=v S

_given by anouher Soviet author, KaLushev vho sLaLes_thaL "in 1970 £Xperts

- did not. Howeve:, because of the importance of Katushev's Position (Secreta:

'othe: data, Lh‘ authcrs of this repcrh have decided te accept h:s (unrou nde

Approved For Release 2008/09/08 : CIA-RDP08S01350R000100280001-6 ~

.

Yet not only are they different, the discrepencies are s¢ large that there

must undoubtedly be séme fundamental differences in methodclogy or basy

data or both, desplte the fact that they are described in identical terms.

Presumadly, if Bcsomolov had given a ratio for the U.S .S.R. 1t also would .?

have differed substantjally frem Shmelev S. .
The potential impertance of Shmelev's data is enhenced by the fact

that he also gives the Sov*et export rétio fer 1978, a figure that is net

availab’e in any other SovieL source. However,_che cbvious inccnsistency

bebvaen his data and Bogomolov s in the abéve exarn’e casts deudt ¢n the
ratic of 7 percent for the U.S.S.R. in 1970 is sowewhat d1‘¢eren froem that

corprised 6.3 percent cf-Soviet national incbme."l Since the 1970 export
ratio in foreign trade prices is only &4 bercent, it seems clear that both
Shmelev and Katuehev must be dea’ing with values in donestic pr‘ces ar* thus

shculd: have derived the same ratio. We have nc explanation for why they

of the Penaral Committee of the CPSU and permanent U.S.S.R, representative
in CB4A), because of the authority of the source (Kcmmunist is Lhe official

dournal of the CPSU), .and because Katushev' s figure is more in ljnc with

ratic in preference tc %hnelev 5.
In this azea, Soviet input-output statistics are invaluable in that they

provide the only reliable source, aside from some scattered references, that

gives the value of exports and Imports in domestic prices that is fully

lKat.ushg-,v, "The Werld," 1972, p. 22.
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ccnsistent viih national income eacccunts: The authers of this study haQe
made use of the fereign trade data in absclute valﬁe terms that were
recorded 1n the 1959 input-output table,* and in e previous study they
estimated or dersved similar data for later years on the dasis o: ianL-
output statistics.a In fact, time series on exports and imports in current
dcmestic prices for & number of years wert develeped in this eariief stgdy:
In Lh; current repert this series is extended to later years and the earliier
estimates are ad1usted on the basis of some nNew evidence found in recently
pub1ished SovieL sources and a fﬁrmer underctand;ng of the methodclcbical
and classificational issues iqvolved.

.Estimates cf the domestic valué of exportis and impcrts fcr a pericd bf
years afe sﬁmmafi:ed in taﬁle 1, end Lheir'derivatioh is dccuﬁsnted'éﬁd*

expiained in appendix B. It 'must be stressed that the eccuracy cf the

individual estimates varies ccnsiderably. Fecr bcth exports and impcrts the

. figur== for scme yedrs can be considered firm since they ere derived efther

from absclute values or ratios g;vew in authcr‘tatixe input-cutput =cu*ces,
or from percentages reported by prcminent Soviet econcmists and gcvernmcnt
officials. The_ystiﬁates for other years are less relisble, as Lhey are

based cn interpolaticn of demestic-te~foreign price conversion ccefficients

and. changes in domestic and fereign trade priccs. Bbvever, since religblei

data were' found for apprcximately every fourth cr fifth year ihe possibWt
errcre in the estimates fer the intervening years are not likely to be large

fhe values in foreign trade prices in tadble 1 are shown &as defined and

_published in standard Soviet statistical sources such as the annual handtock

1Aganb=syan and Granberg, Exenermike-me tematicheskiy, 1968, Ep. oL-05,

exostinsky and Treml, Fereign, 1976.

— T
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" Table 1. VALUE OF SOVIZT FOREIGN TRADE: 1955 T0 1978
(1o millions of rubles)

Exports Imports
Value Value
Couversion ’ Coowversion
?cnr !o;E:gn In coefficient? fogzi In coefficient?
trade douestic (‘c) tradfn domestic (c')
prices prices prices prices ‘
Q) (2) (3) (&) (5) (6)

1955 cccccececes 3,084 2,960 .96 2,755 on) (RA)
1956cccc0ceccoss 3,254 3,156 .97 3,251 " (RA) (4,79}
1957.ccacvccncce 3,943 3,785 .96 3,544 (Ra) (RA)
195B.ccccccececs 3,869 3,869 1.00 3,915 (NA) (NA) .
19859, . 0cceccccce 4,905 5,320 1.08 4,566 9,150 2.00
1960.ccccccccncs 5,007 5,307 1.06 5,066 12,000 2.3
196l.cccecccones °5,999 $;885 1.09 5,245 12,590 2.40
1962..c00ccsvses 6,328 6,898 1.09 5,810 .13,480 2.32
1963, .0cccccnnns 6,545 7,134 1.09 6,353 13,850 2.18
196b..ccecvcvccs 6,915 7,537 1.09 6,963 14,760 2.12
1965..cceccccese. 7,357 8,387 1.14 7,253 15,740 2.1?
1966.cceccccocan 7,957 9,614 1.21 7.122 15,639 2.20
1967.ccccreccace 8,687 12,075 1.39 7,683 18,130 2.36
196B..cceccccces 9,571 15,409 1.61 ‘8,469 | 19,987 2.36
1969..cc00ccccce 10,490 17,099 1.63 9,294 21,93 2.36
1970.cccccvcnces 11,520 18, 300 1.59 10,559 24,919 2.36
1971 iccvccensee 12,426 18,639 1.50 11,232 | . 26,508 2.36
1972 .ccccceccce 312,734 17,819 1.40 13,309 331,375 2,36
1973 cceccccccee 15,802 20,227 1.28 15,544 37,927 2.44
1974.ccavccencss 20,738 23,227 .12 18,829 41,612 2.21
N .

1975 . ccevccccnse 24,034 22,900 .95 26,671 54,400 " 2.04
1976..ccrecennes 28,022 24,659 .88 28,733 60,914 2.12
1977 . icecececnes 33,255 27,269 .82 30,093 65,001 2.16
1978...c00ceceee 35,670 28.,893 +81 34,554 78,438 2.27

NA Not available.

3a5 defined in equation (2).
255 defined in equatiom (3). .

3The values reported {n Soviet foreign trade sources
not recorded in Input-output tables.
{s quite small, amounting to about 1 percent 1
percent in the early 1970's.
1ittle over 68 millicn rubles (see chapter VI,

The propertion of
a the early 1960's and decliming to 0.5
For 1972, the value of such services is estimated at a
section B), and this value is subtracted

Ve

1nn1ude: socoe services that .sre

such services in total exports

froo total exports in the {mput-output calculaticns in chapter VII.

Source:’

Colu=ms 1 and 4&:

Colurms 2, 3, 5, and 6:

70

—r’

/’_—

N -

Voeshtorg 19--, various issues,
Appendix B,

2
4/’7
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of the MTT, Vneshnyaya tergcvlya SSSR. These values are in prices f.c.db.
the Scviet berder for expcrts and flc.b. the foreign shipping peint fer

imperts. They exclude ncncommercial shipments and monetary geld but include

.reexports. The focus throughout this study is on commcdity or merchandise

trade as defined in Soviet statistics, so capital mcverents and invieidles
(services? teurism) are excluded althcugh sonme elements ol the ld;ter (suc?

as services, patents, and documgqtation‘prcvided with complete industriai
lants) are included. Hovever;>the combined value cf services c¢f this

nature and reexperts is quite small, prcbedbly ebout l-z percent, and can be

‘ disresarded.l

Experts and imports in demestic prices are measured in current ;

purchasers' prices. Fcr expcrt= these are the prices received by the
manufacturing'ﬁnterprises, plus shipplng and handling charges.- Tor impcris
they are the prices actually paid by the finel purchasers in the U.S.S.R

*) .

inc’u“ne all applicadble texes and custems duties. as well es s! adrg ané
‘- .

handling charges. A detailed descripticn of Soviet expert and import pricing

procedure is presented in chapter V.

The conversion ccefficients cr demestic/foreign trade ruble ratics

tabuiated in tatie 1 are important measures of the relative purchasing pover

cf the ruble. Chang;ng the dencminatcr fro= foreigh trade rudbles tc U S.

dollars, u=1ng cfficial Soviet exchange rates, will yield a rub;t/ucllar

'parity.‘ The ccnvgrsion ccefficients shown in the table are, cf ccurse,

average coefficients weighted by the physical quantiities of commcdities
entering Soviet foreign trade.

Probébly for most purposes the most meeningful aggregane measure fer

any given year would be an average export-impcrt conversion coefficient for -

13elkin and Geronimus, Ncdel', 1978, p. 137.

T
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total trade turncver, obtained as the rétio of the sum. of exports and impertis

—

in domestic prices to their value in foreign trade prices. A sample of such

average ratios derived from the daté in table 1, plus the rudble/dollar ratics

that can be calculated from them, follows: : ’
Average official Ruble/dellar L |
export-import ruble/dcllar ratic based cn. A

conversion total foreign
coefficient ,exchange.ratel trade turnover
1965.... - 1.651 0.900 1.486
1970.... 1.957 0.900 - 1.762
1972.... - 1.895 0.824 1.561
1975.... 1.525 0.720 1.058
197€.... _ 11.508 0.75L 1.137
1977.... - . 1.452 _ 0.736 - 1.088
197€.... . 1.523 0.681 - ©1.037

Comﬁariscn ef Lhe ratios in the second.and third cclumns shews that the
official ruble/dcllar e;change rate significantly cverstates the value cf
the rubdle althcugﬁ the extgnt of the cvervaluation hes declined frem almost
100 percent in 1970 :.o about 50 percent in 1978.

The recording ﬁf the dcmest;; values cf expcftsland impdrts in nation;i
income and input-output aécounts, descrided in abstract terms in chapter 113,
cun ncew be illustrated with ectual valﬁes, using data for 1972 from.tabléAl.

The twe ke&'fcréign trade balances for 1572 are (a) the.belance in

foreign Lrada prices converted to dcnestic rudbles by means of a cénversion

coefficient as in equaLion (7)

i}

3 = (e ¢ Q f) = (12,734 - 13, 309)2 36 = =1,357 million rubles,

and (b) the impcrt-export balance in domestic prices given in equaticn (k):

F o= (Q P, - Q P ) = (31,375 - 17,819) = 13,556 million rubles.

The two combined equal 12, 196 million rubles and constitute the sc-czalled

1014, HFAC, Handbeck, 1980, p. Sb.

'Approved For Release 2008/09/08 : CIA-RDP08S01350R000100280001-6




N

)

€

T D T T ey e 7n

_ Approved For Release 2008/09/08 : CIA-RDP08S01350R000100280001-6 ____

Approved For Release 2008/09/08 : CIA- RDPO8SO135OROOO100280001 -6

L]
(W3
._’

special eernings cf-foréign trede. In standard Scviet naticnal income

acccunting this value is inccrpcrated in the national income produced by

the trade and distributicn sector, but in input-cutpul tebles it is omitied.
E

It is rather difficult to verify the accuracy of this estimate becauée:

of cther differences in the definiticn cf naticnal income preduced in the

trade secter. The Aifficulty is ccmpounéed by the fact that 5c§iet statist3
sources lump national income produced in trade with naticnal inceme produced
in ’ore=try and in other dbranches cf maLeria_ product‘Cﬂ fcr 1072 the .
national inceme in these three sectors is repcrted as 37,200 mg--ion rnb’es
while the sum of their va‘ue-addgd elements in the reccns,ructed'inpgpf
outputliable is_23,623 million, leaving a difference oé 13;57& ﬁillion

rubles. Thi

"

ie a;;:eciably hisﬁér than the>estimated.foreign trade
balance of 12,199 millicn rudles. Hewever, scme adiustmente aTe needed'
befcre éomparing these Lﬁo‘valﬁes.\
In the firét place, the standard definiticen cf naticnal inéomt p}cduc:
in the trale sectcé includes some turncver taxes-levﬁéd cﬁ égrigulnural'
producté purchased by the trads system and scld directly to ccnsumefs,
bypascing tne processing industries.2 Since by-definition the trale seétos
is a servicc‘sector and does nct produce any material gocds, Jt generates
nc turncver tax; it must therefore b¢v§$$“m=d that ihis tax payment is
meved in the prceess of preparation of Lh; inou:-cﬁ;put tebie from Lh;;

trade secter to the a'—rovriate indus.ria1 sectors. The ancunt ¢f this

iax je rather small, constituting between 0.3 and 0.4 percent of total

lvar. khez. 73, p. 60L.

2G'::splan SSSR, Metcdicheskiye, 1980, p. 72; Cosplan SSSR,
#elcdzcheskzye, 1974, p. 610.
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4 _ Lurnerr tax revenue.l Assuming the higher end of the range applies, this
elemenn was estimated apprcximan: y as 220 millicn rubles.
The seccend adjustment is more difficult tc quantify. If appears that
the actual value cf material purcheses in the combined Lra@c;.fcreqtry, and
cther braﬁches sectors.is significantlylhigher Lhan‘LhaL inccrperated in T
the standard naticnal income accounts. In standard nationai inccmé#
sLaLisLics the material cost and deprecianicn recorded in the combined
sector in 1972 are equal to 6, lOO millzon rubles (gross.social pro*uct oy
43,300 million rubles less naL;cnal 1nccme of 37,200 million rubles)
"he analogou= Tigure derived from the 1672 input-output Lab;e 1s 6,94}
million rubles, higher by 8LL million rubles. It is nct unreasonab’e Lo-
assume that input-output specialists 1dentified scme material ccsts Lhap _1‘
" they meved from-naticnal income Lc the first quadrant f#e*e ig evidence
wait to suggest that the Central Statistical Adm;nistraticn makes sCme rcubh
ab“roxinanicns when it divides the ccsts cf services betveen material
purchasas and elementskcf naticna- income in estimating the nationel ﬁncowa
generated in the trade and dieribution secLors.3 Input-cutpu. spec:a.ﬁsts,
cn the other hand, have LO be much mcre precise in determining the d*str*bu—
ticn c¢f all maLerial cc;ts amcng llo'producing sectors. We thus ccncluge
that in the preparation of the 1972 input-cutput table some BLL miliicn
" rudbles were removed fromlnhe falue-added quadrant and added to the first .

R

" ‘quadrant. - - , . : , , B

1. Semenov, Rel'’, 1973, p. 367; Anisimev, "On Problems," 1972, p. 35;
and Birman, Ocherkz 1968, p. 55

?Nar. khez. 723, p. S5T.

3:cr exanple, acccrding tc Petrov, Xurs, 1961, p. 355, the ccst of rental
and upkeep of trade premises 18 mechanically divided 50-50 between materials
and labor. Ancther source (Bazhan, Statistike,; 1962, p. 11) indicates that
material ccsts in come activities in "cther branches of production” are
negligible and are not separately identified but are simply included with
national income. . f
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“There are scme addjiticnal accounting puzzies where nelther the standarg
naticnal income nor the input-cutput methodclogy is clear, such as the
subsidy on fresh vegetebles and the accounting of geecds scld at disccunt, but

these ﬁestes are not even menticned in the Scviet literature and'muSL.remain

cpen. .

With the adjustments described abcve, the reconciliaiicn ﬁs'as felicows

(in millions ¢ rubles):

Naticnal income produced 4n trade, forestry,

. and cther branches as cfficially reperted...... 37,200
Less turnover taxes remcved frem the trade o
BECLCT .. ccvvecnnn cesenennn cesestecatenes wees 220 -

Less material ccsts included in natzcnal
- income prcduced and mcved tc the first

quadrant of the input-cutput tadbie...... e
Less value-added shown in Lhe input-autpaL
LBDlE. . ereieentnnraatan Ceedeen B S 123,623
Residual equal to “"special earnings of )
fereign trade” . it neecens S, - 12,513

Tris figure is sufficiently clcse to the independently-estimated dbelence cf

12,199 mi’ ion rubles to enadle usAio accept the latter ae cofrccn.

A complete analysis cf the role and impecriance cf fcreigﬁlcrade in ﬂhe‘
Scviet eécnomy is beycnd the scepe ¢f this study. However, one cf Lhe{mair
findings cf the study is that the share of foreign trade (when measured in
astual dcmestié~£ric=s) in Scviet naticnal income 4s 2-3 times ﬁighsr Lhan
explicitly cr dmplicitly essumed by mest Western authers. | This cbservaticn
is, cf ccurse, cf crucial 1mpcrnarce fcr arnalysis ¢f the ro1 of'fcreign
irade 1n‘the-economy. | ‘

Having said this we must always remember Lhe somewhat artﬁfﬁcia: nature
cf analyses ¢f Scviet naticnal agerbgates as measured in existing values.
Soviet prices are ncL equilidbrium or even scarcitly pr,ces ‘but are set bv

gevernment fiat, and in a system vhich relies sc exiensively cn taxes

differentiated by dbuvers and on subsidies, these administered prices often

Approved For Release 2008/09/08 : CIA-RDP08S01350R000100280001-6 _____
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have little or-no relaticnshi? tc the true value of the product fer the

eccnomy. The ddmesiic prices received by Scviet manufacturers of gceds

fer expert and these paid by domestic buyers of Imports are no better.
Accordinsly, t.é ascertain the true role of Scviet fereign t.ra‘d;-. and

the t.rgcie. participation ratio we woculd have to recompute all Scviet naticnal

aggregates in terms of facter coest or in some other values a.pprca.c.hin'g -

equilidrium prices--a task that is probably Impossible cr at least very

difficult because of the absence of the necessary data. |
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V. SETTING DOMESTIC PRICES FOR EXPORTS AND IMPORTS Lo

One ¢f the main purpcses cf this study is tc estimate the demestic
values of some GQ-TO classes of goods experted from and imperted intclcﬁc
U.S.S.R. in 1972 for inccrperation into the 1572 reccnstructed inpuL-cuLpui
table. Analysis ﬁf the differences between the foreign trade and demestic
prices cf experts ahdlimpérts and an uﬁderstaﬁding cf.thé éginégp1;§<

geverning demestic price fermation were considered necessary as a basis for

- developing the estimaticn precedures. Hewever, after the review ¢f Scviet

<.

—

iiterature and empirical evidence was ccmpleted and a basic understanding

——

¢l price fermaticn was achieved, this understanding turned out tc be cf

-~ -

cnly marginal usefulness in making the estimates. Mest of the estimates

¢f the domestic valueshcf exporied and imperted goods were made on the

basis cf e:f.:.:ﬁrica‘.- data which .yi_c-.lvde'd the demestic values ¢f large biccks
¢l gecds and which were then disaggregated tc the level required in the
1672 tadble. In cnly a few cases was the understanding ¢f the methcdclogy
cf privce: fcrmahic;i applied directly in. the process of estimaticn.

Our analysis cf this methodclcgy and the asscqiaied bedy of rules, as

‘sunmarized in this chapter, wvas nevertheless important because it enabled us

to evaluate the accuracy cf the overall magnitudes of expert and import

flcws and conversjon coefficients. For example, the empirically derived

" estimates of -Lthe values of Soviet machinery exports and impcrts wculd have

apﬁcaredvzob high withcut an unerSLanding cf the system of export price

supplements and the use of fixed conversicn ccefficients in setting demestic

prices for imported gocds.

TT

i vrT TATE T
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In 8 brodader sense, th-understanding‘cf the rules governing the
setting of demestic prices for expcrtg and imperts gﬁfned in the ﬁrotess cf
wverking on this study also provides some insights into the overall issue of
the Scviet price system; The methodology cf price setting and the hature -
and role of prices in a sccialist eccnomy have been-amcng the key igsues
in Scviet academic and gevernment circles since the late l956fs, aﬁé an
ever in;?easing flcw éf arﬁicleﬁ and monographs has been devoted Lo the
theoretical and empirical aspecﬁsh;f the price system. Fof a lcng-iimc,_
hcwever, the problem of détermihihg the demestic prices cf exports and -
impc:ts‘remaincd & "ncn-issue,” barely meﬁticngd in the liLe;a£ure. Thc

reeson is that in thecory the preblem does not exist. rer exaﬁﬁle,.ih:

‘standard Scviet textdeook deseripticn cf domestic price setting for geceods

'in fereign trade” suggests “that gocds manufactured for expert are priced at

the same levelias similar'goods prcduced for the domestic market while

irperted goods are friged.at the level of pricés fér similar goéas pfoduccd

demestically. Thie system ¢f pricing, comdined with the inccnvérnﬁbility

c¢f the ruble, is said tc ensure complete insulaticn gf'thc domestic

eccnemy frem foreign influences and pcssible eXLérnﬁl_disLurbances. Western

authcrs, althcugh ihey have done much by way c¢f descridbing and analysing the
. 1.

Scviet price system, have also implicitly accepted this standard Scviet

pcsinﬁcn and h#ve, urfertunately, neglected almost entirely the issue cf

dcmestic pricesﬁiﬁ the foreign trade secter. ‘

The real situaticn has fer sohé time been quite different cn dbeth the

expert and the import side. As will be descrided in sreéter detail below,

a large ehare ¢f impcrts is priced without regard tc prices cn similar gecods

prcduced demestically, and the dcmestic prices paid by the buyers cn importis
are directly or indirectly linked toc werld market prices. Similarly, a

large share cf export gecds is priced at levels substantially higher . than

Approved For Release 2008/09/08 : CIA-RDP08S01350R000100280001-6
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prices of similar goods produced fer domestic users.. The prices received
by the producers of expert gocds ara'alsc linkéd to fcreign market prices,
although the degree of interdependence is less than in the case of_impérts.
This situacion is beginning to be reflected more realistically in ‘the .
literature, slthough foreign trade is still treated very superficiglly in

g

It is thus inccrrect to say, as somt Western authors still do,l that

the Soviet economy is insulated from external price changes.’
The principle of setiing-the'domestic price of a product manufactured
for export at the level of the price of an identical product earmarked for

a domestic buyer rests on the premise that the two products'cost the Sage

to produce. This, however, is not the case with many Seviet products

by

manufactured for export.  In the first place, export trade requires special

-foreign language markings and instructions, possibly special packaging and .

crating fer a longer ycyage, or some mcdiffications specified by the importer.

However, the main reason'for differences in cost between domestic and
export gocds seems to be a need for basi§ upgradiné of the quality of
Scviet preducts 15 order to make them competitive In gorld merkets. The
standard of qua;i;y in this context is interpreted in the dbroadest sense
possidle, coveriﬁg such'characteristics ac painting and finishing, more
durabie materials, closer tolerances, lenger expected useful 1ife, ext*a
saiety features, availability of spare parts, etc. The evidence ava.iable‘

in Soviet and Western literature indicates that, as a rule, the quality

standards cf Soviect manufactured goods are lower than the quality standards

lSée, for instance, Nove, The Scviet,1977, p. 247T.

o ——— -
B I K T N Sa TP 2
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expected in geods entering world markets and, therefcre, Soviet expert
goods have to undergo certain medificaticns and improvements before they

can be offered conpetibively adbroad. Soviet manufacturers cf expert gocds

: $
are compensated for such 1mprovements end modlfications and this axtra cost

is added to the domestic price. The differences between Scviet and world -
- market quality standards are, of course, not uniform, and both the level
of compensation focr the additional costs required to close the quaility gap

and the mechanism for determining the form and method of compensaticn differ

from one product to another.

There are at least two different systems for setting domestic prices on

ex,ort gocd The first systen, whlch consists cf specia’ price sup lements,
is used for machinery, some chemica’s, an2 consumer esr 1ances. The 'second

is based on special export pribe catalogs end is used fcr petroleum products,
-~

“lumber, and wcodwerking products.
The system of exbort price supplements was introduced in 1938.
Fecognizing the need for modifications and quality improvements in machinery

—ood

" produced for expert, the Soviet Government established special markups or -

supplements tc the domestic price of the basic machine to compensate the
precducer for the additional costs incurred. Machinery price supgplements

.expressed as a percentage ¢f the entergrise price for & comparable machine

" produced for the domestic market ranged from 5 to 25 percent for machinery

carmarked for general destination export and 15 to T5 percent for export te '

tropical ccuntries. These supplements weTe increased in 1964 and revised
* again in 1967, 1973, and in 1975.l The unweighted averaée supplements

established in 1964 were 2k percent for general destination exports and 58.

The evclution end operation of this system are descridbed in deteil - din
Treml, "The Inferior," 1981.

2 &2
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percent for tropical exports and became 28 ;nd LL percent, respectively,
after the 1975 revision;l .

The exact nature of the differences between general destination and
Lropical exports is not clear dbut the evidence sugg*sts that the desuinatioﬂ
is noL the reasl issue but that the two categories simply rebresent tvc
grades of guality. In any case, it appears that practically 211 machinery
prcduced for export undergoes scme improvement and modifi'aticn necessarv

to meet vorld guality standards and that the additional costs are ccvcrt‘

- by price suvplements It is probably safe to assume that, on the average,

the special expert pri»e supplements range between 30 and ho percent of the
enterprise price for comyarablc machines produced for the domestic market
There is evidence to suggest that ceonsumer appliances and chericals, and
possibly cther manufacturedAgoods ﬁfoduced_fcr export, are also subfject to
sirilar special price supplements. h
The second method‘c‘ setting domestic pr:ces for export goods consiste

of estadlishing fixed prices at levels higher than prices for conparable'
domestic goods‘and ﬁnnouncing these prices in special export price catalogs.
Such catalogs havenpeen issued foé petroleum producis, lumber, wocdworking
prodﬁcts, and possibly other goods.2 The rules governing the setting of
these prices are not kncwn, but the available descriptions of qua’it;
scandards and pricec for lumber and wecdwerking products clearly show the

'

game pattern as in the case of machinery gocds produced fecr exvcrt are

.

lsupplemeni rates are aveiladle for 88 machinery groups for 1954 and for
over 100 groups for 1975. Tests indicate that the average rates are raLher )
insensitive to alternative’ weighting schemes.

Fer prices on lumber end woodworking products produced for expert see
Bursin, Tsenctbrazevaniye, 1977, PP. €L-78, and Kanevskiy and Shaytanov,
Lesncy, 1975, pp. 196-203.

T

T
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'dgirx and meat products. Food products are subsidized through 2 system in

than the prices received by agriculture, i.e., state procurement agencies

Approved For Release 2008/09/08 : CIA- RDP08SO1350R000100280001 -6 LE
expected.to meet higher quality standards and ere priced'at a higher level
than comparable goods producedAfor thé domestic market.

One problem concerning the domestic pricing of experts must be ncted
but cannot be resolved in this study is.the treatment of subsidiied
products. Soviet industry prcduces a number ot goods that are subsidized

g

by the state budget, such as certein types of children's avvarel notebookc

.y

and a who’e range of food products, with particularly ? ;gh sudbsidies on
which the prices paid by industry for agricultural raw materials are lower

pay high prices Lo agricuinural producers and sell Lh; procured matéfiais
to processing industries at substantially lower pr*ces, with the d flerence
being covered friom the state budget.l Althcuzh the Soviet Union is not e
majcr exporter cf prccessed focds, it does expert some goods Lhai are ¢n
the list of subsidizequprodudts. |

 The systam of food_sﬁbsidies was introduzed tc increase tﬁe inccres of
agricultural producers without raising the reL;;lAprices paid by consumers.
Cle&rly,.the rest;aint displayed by the Soviet authorities in connection
with retail price;‘on food would belless necessary in the pricing of food
prcducts earmarked for export. The food industiry could éonceivably sell
its prbducts to export agencies at prices that would recoup the initial
éubsidy'a However, {t would seem that the accounting and cost’ controls fcr

such a system cf prices would dbe too ccmplex and perhans unworkab’e._ In

the absence of any reference tc this prodlem in Lhe literature, it is

1see Treml, Agricultural, 1978.

B
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. distinguished by differences in pfice setting rules.
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assumed here that foreign trade organizati;ns buy processed foods at the
general enterprise price leve; (i1.e., subsidized) plus export price
supplements, 1f any.

The setiing of &omestic prices fér imported gcods is equally céﬁpléi;'

and a number of issues are not clear. As in the case of exports, the

statement that the domestic prices of imported goods are set at the level
of prices for comparable gocds produced domestically is not true for the

majority of imports. There are two groups of imported commodities

In the case of consumer goods, the rule of setting prices oﬁ‘imporied
goods at the level of comparable dcmesticaliy producéd goods i's ignored for
the most part; official announcemgnt% of domestic price increases ‘
simply justify these increases by the rise in prices on Qorid markets.

This recently happebed tO'prices oA coffee and cocoa and a number of other
products. Similar direct links between world market prices and domestic
imﬁort prices have been observed even in cases of some intermediate
producer goods such_as"paper.1 Despite all the évidence of interdependence
between domestic and foreign prices on imported goods, however, there is no
mention of such direct links in the Soviet economic literature. Domestic
prices are apparently set on an ad hoc basis by the State Committee on
Prices and the Ministry of Foreign Trade, anc linkage to foreign trade
priées i{s not automatic but is only one factor taken into account. For
example, Soviet re:&@l prices on flour, bread, and refined sugar haQ;
remained constant despite fluctuations in world prices of grains and raw
suga}. in most case#, however, imported consumer goods are prices higher
than similar domestic ones. | | - -

The stated rule of settihg prices on imported machinery at the level of

prices for comparable domestically produced machines is complicated by the

1S(ﬂ:e Treml, "Foreign,' 1980, pp. 192-193.

Supplementary distribution cost markups allowed on certain imported items
‘(2av'yalkov, Tseny, 1981, p. 324) increase their domestic price and may be
used as a vehicle for raising prices more than would otherwise be justified.

SRR o
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difficulty of identifying Soviet analogs for imported machines. In maﬁy,
if not most, cases the reason for importing 8 given machine is that Soviet
industry does not produce it or produces it in insufficient numbers and -
Lherefore, probably, at a "temporary" price. Such item-by—item comparison
is 8 difficult and time consuning task. This method is still being
presented in the general literature as the besic approach, ‘but the actual
practice of setting domestic prices was simplified in 1960 when the State
Committee on Prices introduced average ccnversion ccefficients for
different machinery groups to be applied to. the "foreign trade prices" ¢f
imported machinery.l In‘Lhis‘method, the price for an imported machine
paid by the U.S.S.R. Ministry of Foreign Trade or one of its agents is
first converted from the foreign monetery unit tc "foreign trade rubies”
on the basis of the official exchange rate set by the U.S.S.R., and this A
ruble price, now referred to in Soviet literature as "fakturnaya sicimest!'”
or "jakturnaya tsena,"z.is then converted to a domestic price by means of
one of the special conversion coefficients. No exact information is
available on the magnitudes of the conversion coefficients set in 1960,
but it appears that by the mid-1960's they averaged about 0.7.3

Following the July 1967 price reform, a new set of conversion

coefficients was-established and has remained in effect to the present.

4

,JShapiro, Sme tnyy, 1968, p. 108. The resulring domestic prices are not
necessarily equal to those of domastic analogs. For example, certain types
of o0il industry equipment cost two or more times as much as similar do-nesr.:.c
equipment (Samedli and Karysheva, "Improvxng," 1981, p. 32).

2These terms are of relatively recent vintage. See Mukhin and Grigor'yev,

Uchet, 1979, p. 124, and Shapiro, Snetnyy, 968, p. 108.
BSee Kestinsky and Treml, Fereign, 1976, p. 11.

hThe basic coefficients introduced in 1967 were referred to in 8 1970
source (Shelikhev, Spravcchnik, 1970, p. SL) and in 1974k (Grinev, "The

. Eccnomic," 19Tk, p. 32). Apparently new conversion coefficients for

machinery imported from CEMA nations were introduced in 197k but were
subsequently withdrawn without explanation and the 1967 set was declarcd
tc be still in effect 4n 1677 (Shapirc, Smetnyy, 1977, p. 10%).
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Presumably, the individual coefficients were to remain unchenged unless
either the foreign trade price of the imported machine or the domestic price

of the Soviet counterpart changed by more then 10 percent, in which case

. F .
~the State Committee on Prices would adjust the conversion coefficient.

We do have & relatively large sample of tsese 1967 coefficients in cne
Soviet sourcewl They range from a 1¢w of 0.5 tc & high of 2.0, foryanA ]
unweighted mean of 0.92 for 159 tipgs of ma:hinéry. Tﬁe spread is ftlatﬁvely
narrow, with 112 types falling within 0.8-1.2. Scme impqrted machinery itens,
pgrticularly prctotypes of new medels, ere still priced on an ;ndividual
ﬁasis gith_rather high ratios. It is impossible to ﬁsdhrtaiﬂlthe share.of
such machines in tctal imports'but in i; frgbabiy r#latfvely éﬁail, and. ve
can assume ﬁssu&pticﬁ that the average'éonversion.céefficient introduced

in 1967 was about 0.9 for all types of machinery.

Following the dgvaluation of the doliér, the Soyiet Government anncunced
in 1972 that the policy of.fixed eﬁchange rates between the ruble and Westgrn
currencies would be disconlinued, and that henceforth exchenge rates_vculd
be adjusted periodically by the U.S.S.R. State Bank. The rate for 1972-wa;
set at 0.826 fublc§ per,dolla:,é implyiné ; G percent apﬁreciation of the
ruble. The exchange rates between the ruble and the currencies of the
Sccialist Bloe remained unchanged. The ruble exchange rates ;et by gévarnmcnt

fiat do nct reflect the relative purchasing power of different world

1Shapiro, Sme tnyy, 1968, pp. 109-113. The sample does not appear to be
sufficiently comprehensive, omitting such majcr machinery groups as
metallurgical, mining, and agriculturel equipment end radio-electronic
products. Thus calculation of a weighted average does not appear tc be
warranted. However, with most of the coefficients felling within the
narrow range of 0.8-1.2, the weighted average would not be significantly
different from the unweighted mean of 0.92.

2£kcncmicheskay& gazeta, No. 49, Decemder 1972, p. 21.
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currencies. Nevertheless,.éhanges in the officiel exchange rate would
autometically lead tc adjustments in the megnitudes of the cenversion
coefficients emplcyed dby chiet statistical agencies to derive the domestic
prices of imported goods.

| If the 0.9 average conversicn coefficieht ror'all machinery imports
. alsc epplied to importé from Lhe‘West, then efter the.devglﬁation Qf‘tht'
doller the conversion coefficient for the latter would increase by © percent
te 0.98. Thé ave;agé coefficient for 11 ﬁathinery imports would'rise to |
reflect this but the increase would be smaller since in 1972 only. about 25
psrﬁtnt of ma-“iﬂery imports came from the West. The reméindef of Scviet
machinery imports came fro" the Socielist Bloc countries for which the
exéhangt rates, and there;ore co*verszoﬁkcoeff:czen.;, remazn;c unchanged.
The changes in igt avErage machinery import conversidﬁ coefficient resulhing'
 fres changes in the efficial ruble/dollar exchange rate are caléulat:d in

tadle 2.

The adjusted average conversicn coefficiente for machinery imports
tadbulated in table 2 are still only a first app;ox;mation,.since they
refiect cnly changes in the socialistunonscciaiist share ¢f imports and
the effects cf depreciation of the dcilar wiﬁh respect to the rudle, The
true coefficient would also be affected by chaﬁges in the structure ci
;rno;ts, and possibly by perlodlc adjustmtnts in inu;vzdaa’ coeff;czeﬂns.”

A Eowever, in all probabdbility mcst of these changes are minor or would tend
tc cancel each other. The cc&fficiénts in table 2 are close £o unity{
which seems reasonﬁble since several sptcialists in Soviet foreign trade

report that by the mid-1970's the conversion coefficients for machiner Yy

imperts were indeed equal to unity.

1 .  vs "
Pekshev, "Specialization,” 19(8, p. 87, and Shashayev, "On Establiskhing,
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Table 2. OOEFFICIENTS FOR CONVERTING THE VALUE OF IMPORTED MACHINERY
FROM FOREIGN TRADE TO DOMESTIC PRICES: :

11972 TO 1978
Average i:i:etif a:z:::s - Adjusted
ruble/doller M ke vest n Ifmport
Year exchanze total machinery ccr\;r .
= wwersicn
ratef imports® coefficient?
(percent) LR L
1672..... .824 | - 24.7 - .538 .
10T3 e eeernnennennnens .T39 : . 27.0 .57z
=) ¢ TP N eeeereseens . .T5€ ' 32.1 97k
1675 . ce e acnnaans ceseonns ' . 720 ’ Lko.2 1.007
1076 e eeeeenrreenanaaann .75 L2.1 .920
1GTT e ernvnaneeeenns . .T36 38.9 ; .95
B (- D A 681 36.¢ 1.02%

1

CIA, KTAC, Handbeek, 1980, p. 5%. It is assumed that other Western
~currencies mcved ccrrespendingly. ' '

2faced en pubiished Scviet foreign trade data. The value of machinery
jmperied from the West was derived by subtracting the value of machinery
impcrted from the Sccialisv Bice frem the value cf tctal machinery dmpcrts.

SDerived as the weighted average of a constant value fer the coefficient
fer imperts frem the Sceialist Eloc (0.9) and & changing ccefficient for
imperts from the Western ccuntriss, with the weights determined by the .
respective shares in tectal machinery imports. The average value sC derived
was further adjusted upwerdé tc reflect special commissicn fees collected by
the Ministry of Fereign Trade. According tc 1958 and 1970 scurces, this-
commission was 2 percent (Shelikhov, Spravcchnik, 1970, p. S5k, and Sharirce,
Sme tryy, 1958, p. 108), whiie a 1977 source (Shapiro, Smetnyy, 1977, »- 103)
reperts it as 1.7 »dercent. Not kncwing when the rate was changed, we used

2 percent fcr 1G72-Th and 1.7 percent for later years.

Nct much can be said adbout the rules gcverning the setting cf prices for
impcrts cther than machinery and consumer goods. What little evidence there
ié suzgests that the applicaticn cf fixed coefficients for cenverting fereign
traﬁe prices LCAdomtsLic prices, which is the basié rﬁle.fcf pric§ seLting:i
in machfnery imports, is nct used cften for other prcdﬁcts. fhe Minisiry of

Fereign Trade and the State Ccmmittee cn Prices meet pericdically and set

of Eccnemics of the U.S.S.R. Acadermy of Sciences alsc used 8 one-tc-Cne
cerrespendence between demestic and fereign trede prices fer mechinery

-
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prices for imported goods, publishing Lhém iﬁ import price catalcgs. We
know of such catalcgs for coall and for wocdworking products.2 Iﬁ the

1967 price refcrm a tectal of LO price catalogs fixing domestic retail prices
d.3

Tor imﬁorts were publishe However, the methodology for establishing

these prices has not dbeen discussed in the availadle literature. Pricing
practice in the case of machinery imports and other indirect evidence
suggestes that prices cn imported goods are set higher than prices on

comparable demestic goods. ' The strong evidence for generally lower standards

cf quality in Soviet domestic prcduction discussed abeve would explain why

. o ' s : ' L
decmestic prices ¢f impcrts would rationally be set at higher levels. A

recent Socviet bock simzply states that "demestic prices on imported goods are

set by anaicgy to prices cf domestically produced goods but at -scmewhat

«5

higher levels."”

It shculd be added ihat whatever may be the methods of setting demestic

prices fer imported goods, fluctuaticns in werld mgrket prices are alsc
taken into azsount in acditicn to Other facters. In the case cf machinery
the link to external prices through :he fixed conversicn coefficients
described above is direct and strong. P:ice éhanées in Scviet ccnsumer

trade and even in the area of scme nonmachinery prcducer goods suggest the
. '

same tendency.

lohazire, Smetnyy, 1977, p. 277

EBursin, Tsenccbrazevaniye, 1977, p- T18.

3Ture;skiy, Tseny, 1969, p. 259.

hSee. Stolyarcv, O tsenakh, 1963, p. 162; in the third editicn of the sace
beek (1959, p. 41) the author stresses the impertance of quality diflerences
in the domestic pricing of impcrts. Fcr some specific price differentials
ghowing that impcrted gecds are priced much higher, set Ptsev, no. L, 1050,
P. 9. : . .

plotnikcv and Guserov, Metcdika, 1975, pp. 33-3b.

e

S s
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As was ncted earlier, the differences between Scviet foreign trade
with the Sceialist Blce and Scviet trade with market eccnomies do not
concern us in this study. Input-cutput tables ané naticnal income accoﬁnts
. . . . ' o . »
recerd exports and imports regardless of déstination or pointvcf>crigin; and
the focus of ihis study is cn the tctal vaiue'cf expcrts and imp¢r;s in
domestic prices. - This is not Lo_deny, of coursé, that such.differences
exist.A.As a rule, prices cf So?ict exports to o;her.membbrs cf the Sccialist
Bioc are lbﬁer in external or foreign trade rubie-._s than prices ¢f similar
Scviet exports ﬁo market economies. In fact, prices cn most Scviet exports
tc other socialist ccuntries‘are determined es S5-year meving averages of
.vorlé market pficeé;4du%ing pericds cf rising werld market prices, they
wopid therefore be lowe;. N

_However, there is no evidence to suggest that iht mgchanism,cf.éettiﬁg
domestic prices for Scviet exports LcC ana_impcrts frem the chialisn Blce
€iffers in any significant way from the general mechanism described adove.
It is, of course, possible that the quality ci certein goc@s manufactured-

in the U.S.S.R. for export to the socialist countries is lower than the

b
N

quality cf similar gocds earmarked fer expert outside the dlec. Ter e

sle,
the state standards for lumber exports prescribe three quality levels: one
focr the capitalist ccuntries cf Western Furcpe, cne for "Mediterranecen and
scutﬁ:rn ﬁérkets,f and ;hg third for(dcmestic use, with Lhé latter beling
applicablé to "Lhe-maJority of socialist countries.";
Conversion coefficients used to determine domestic prices on imported
machﬁnery,-and pcssibly cther gcods,'65f{er depending on the poin;.df crigin.

IL appears that domestic prices fcr machinery imperted frem sgocialist

lKanevskiy and Shaytanov, Lesncy, 1975, p. 22 (see also pr. 195 and 202).

.,
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countries are determined by application cf fixed conversion coefiicients
(usuelly > 1) tc external prices, while in the case of machinery imported

from market eccnomies the domestic price is equated with the external price,

|
3

i.c., the implied conversicn ccefficient is equal tc 1.
But for the purposes of this study these differences do not matter.

In most instances, the values of fecreign trade transactions in fereign

trade prices represent a mix of transacticns with different trading

partners, and average external-to-internal price conversion coefficients

are estimated. .

Two additicnal facpcrs sheculd bg mentioned in connecticon witﬁ methdds
of fixing dcmestic'prices for impcrted goods: customs duties an; turncver
taxes. The Soviet Unicn has a System.cf custcmé duties with ad valeren
rates rangingAf}omvzerciio‘SO bércenz oﬁ imports fro: counﬂfiés.thét have
extended and mosL-favore@-nﬁticn clauétvand higher rates for coﬁntries.thgb
have nct.l ‘Neither the roie of these duties nor the rules governing the-
estadblishment of retes are clear. It might well de argued tﬁat'theée duties
are almost meaningless in price analysis. The U.S.S.R. impcrts a certain’
prcduct, peying for it Pz dcllars and selling‘it a£ home fcr Py Tubles.
Presumabdbly Lhe-Py price is determined by the domestic price cf a CEmpa:able
prcduct and has no relationship to the foreign trade price, whether the
latter is expfessed in dcllars or in foreign trade rubles, or whether it
includes custems duiies cr noct. The Miﬁistry éf Foreigﬁ Tfadé and

ultimately the state budget will receive the difference between the two

prices, i.e., PB - Pf‘ labelling it "special earnings cf foréign trade."”

lMVT, Tamczhennyy, 1671, pp. T-1G. The 50 percent rate applies tc
Jewelry and precious stcnes, and this is an exception--most rates are in th .
5=10 percent range. |

o
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The fact thet this difference may ccnsist of becth special earnings end

customs duties does nct matter in price setting. It is pcssible that

customs duties were intrcduced by the U.S.S.R. simply tc give its fcfeign
trade &agents some leeway in bargaining with their trading partnérs,

As was stated abcve, the textbook descripticn cf the method of |

o -

‘determining domestic prices for imperted gocds calls for setting them at

the level of prices for comparable domestically preducesd goods, including

turnover tax when appliceble. A literal interrretaticn ¢f this rule wowlg -

~mean that, if & domestically produced good is prices at P, and the tax on

this good is k percent of the priée, & similar percentage would be.ccllécﬁed
cr. the sale cf a comparably priceﬁ‘i@portsdigoci. This inttrp&etaticn,
hcwevér, appeats to be incerrect since in practice'sémt large commcdity
groups, such as importéd distilled séiri:sAand toba¢co_prcdu¢ts, are
specificailyAéxtﬁét frco turnover taies.l One possible explanaticn is that
the exempticn is used wheﬁever the retail price for a domestic good is nct
high encugh tc co§er the turnover tax, the customs duty, end the écsi of

the good to the Ministry cf Foreign Trade. This can be illustrated with an
exampl? invclving_;he price of beer. In the eariy 1G70's turncver taxes
cecmprised 66 perceﬁt cf the retail price cf standard Scviet bee}, which was
abcut 0.50 rudles p;r liter, sc the whclesale enterprise price was adbcut 0.17

&

rublies. In 1975 the average price of imported beer was 0.26 rudbles (in

‘.

fcredgn trede prices), which should be adjusted ﬁpuard by 25 parceni tc

account for the customs duty, to 0.33 rubles per liter. Clearly, there was

lMiroshch-;nko, Gesudarstvennyye, 1675, p. 66; Scrockin and Abramcva,
Nachisleniye, 1978, pp. 65, T6-78; and Yevdokimov, Kentrel'’, 197k, p. 53.
There seems tc be some confusion with respect LG turncver taxes cn tcbac
prcducts. Yevdokimov says that imported tchacco preducts ere exempt {ro
the tax while Sorokin and Abramova indicate that they are taxed.

S L D
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no room left for a turnover tax, unless the retail price of the imported

beer were set much higher than 0.50 rubles.

Some imported commodity groups such as textiles, knit goods, and

vegetadle oils'afe'taxed,l and the quesiion is whether the turnover faxes

levied on these gccds are treated as real taxes, tuav is as paynents

I3

channellied directly tc the state budget or are used merely 4T the purubge
cf calculating rehail_prices. This questicn is impcrtant only fer the
prooer identificaticn cf elements in the "special earnings of foreign trade."

Dces tne entire difference between imperts and exaort= in domestic prices

(Mﬁ - M?), accrue to Lht Ministry of Foreign Trad:, cr does a certain

periion c‘ ”d bypass the Ministry and go d‘rect¢y intc the stete S&dgeté
Unforzunattly, th Questicn cannct be answered here. The whole erea of the
reiationshi ip between fored gn tra&e creari‘at‘o s and ‘the state budget’ is -
toc éom;lex to be investigated fully in this study. We may simply'notei

that ornly a small share cf Soviet impcrts consists of cemmodities subject

2 . ; ere '
to turnover tax, and some of these are specifically exempt. One of the

ldiroshchcnko, Gesudarstvennyye, 1976, p. 89.

Ar accurate calculation cf turnover taxes ccllected on 1972 imports is
virtually impcsesible, and the rough estimates that fcllew are made tc give
some general idea of the relative order of magnitude. The tax rates used
here are aversges taken frem Tretyakova, "Nalog,™ 1978, and demestic values
deriv&d eisewhere in this study. The estimates are broken into four

cmmodity groups: ‘

Aa. The machinery grecup includes sewzng machlnes, refrigeratcrs and cth
ccnsumer eppliances, electrctechnical consumer products, musical
instruments, and motcrcycles. The 1972 value of imperts of these
commodities, 116 millicn fcreign trade rubles, is converted tc
decmestic prices on the basis of a coefficient of 2.0, and an averag
tax rate of 30 percent is used. Thus, 116 x 2.0 x 3 =T0m 111cn o
rudbles.

b. Furniture impcrte in domestic prices amcunt tc 626 million rubdles
(tadle 23, below). This is arbitrarily reduced to 500 millicn to
acccunt for furniture not taxed and for furniture delivered tc ccnsumers
who do not pay taxes. An average rete of 20 percent yields an estimated
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